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LODI CITY COUNCIL 
Carnegie Forum 

305 West Pine Street, Lodi 
TM  

"SHIRTSLEEVE" SESSION 
Date:    May 16, 2006 

Time:    7:00 a.m. 

For information regarding this Agenda please contact: 
Susan J. Blackston 

City Clerk 
Telephone: (209) 333-6702 

 
NOTE:  All staff reports or other written documentation relating to each item of business referred to on the agenda 
are on file in the Office of the City Clerk and are available for public inspection.  If requested, the agenda shall be 
made available in appropriate alternative formats to persons with a disability, as required by Section 202 of the 
Americans with Disabilities Act of 1990 (42 U.S.C. Sec.  12132), and the federal rules and regulations adopted in 
implementation thereof.  To make a request for disability-related modification or accommodation contact the City 
Clerk’s Office as soon as possible and at least 24 hours prior to the meeting date.  
 
 

Informal Informational Meeting 
 
 
A. Roll call by City Clerk 
 
 
B. Topic(s) 
 

B-1 Receive presentation on an option to close the gap between revenue and expenses 
resulting from new annexations and residential development and report prepared by the 
consulting firm of Economic & Planning Systems (EPS) (CD) 

 
 
C. Comments by public on non-agenda items 
 
 
D. Adjournment 
 
 
Pursuant to Section 54954.2(a) of the Government Code of the State of California, this agenda was posted 
at least 72 hours in advance of the scheduled meeting at a public place freely accessible to the public 24 
hours a day. 
 
 
 
 
 

   ______________________________ 
       Susan J. Blackston 
       City Clerk 



  AGENDA ITEM B-01 
 

 
 

APPROVED: __________________________________ 
 Blair King, City Manager 

CITY OF LODI 
COUNCIL COMMUNICATION 
 

TM 

 
 
AGENDA TITLE: Presentation: 1. An option to close the gap between revenue and expenses  

      resulting from new annexations and residential development 
   2. Fiscal Study prepared by the consulting firm Economic &  

      Planning Systems (EPS) 
 
MEETING DATE: May 16, 2006 
 
PREPARED BY: Randy Hatch, Community Development Director  
 
 
RECOMMENDED ACTION:  Receive attached report and associated presentation. 
 
 
BACKGROUND INFORMATION: The vast majority of cities in California are experiencing a gap in the 
   tax revenue received versus the costs for service expected from 
local government.  This discussion will focus on the gap between tax revenue and city service costs as it 
relates to new residential development.  For several decades, cities have been examining the fiscal effect 
of new development.  Several academic studies have been done to document that new residential 
development does not fully pay for required city services and that the existing city businesses and 
residents are supporting, or subsidizing, new residential growth.  As documented by several detailed 
studies that staff has reviewed for various cities, retail development generally provides net revenue over 
costs, industrial and office uses tend to be in fiscal balance with city revenue matching cost of city 
services provided, while residential development is in a deficit position with the cost of services provided 
exceeding tax revenue generated.  There is some variation in the size of the residential “gap” with high 
value housing creating a smaller gap than more moderately valued housing given an equal level of 
services.  A root cause of this fiscal gap is the State’s property tax system as impacted by the limitations 
of Proposition 13 and the ERAF shift.  This situation has been made worse for cities by the more recent 
establishment by counties of mandatory tax sharing agreements required of cities to annex property.  
While these tax sharing agreements help counties address their fiscal gap by allocating more of the local 
property tax portion of the total property tax bill to counties, this comes directly from city revenues from 
new development. 
 
Cities have responded to this fiscal gap by a variety of methods.  One method has been to engage in 
“fiscal zoning” where cities aggressively seek new retail development and discourage residential 
development, especially residential development that is not very high priced.  This practice can result in 
an overbuilding of retail uses, sprawl, and a lack of renewing existing retail areas.  Fiscal zoning also 
contributes to the State housing affordable crisis. 
 
Another response has been for cities to impose greater costs on new residential development in an effort 
to close the revenue gap.  Cities use impact fees and assessment districts to collect revenue from new 
residential to pay for the capital costs of new residential (e.g. sewer, water, drainage, streets, parks, fire 
stations).  The State has intervened in this practice insuring that such capital fees only pay for the costs 
of new development and not to upgrade or replace facilities servicing existing city residents.  Further, 
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impact fees for new schools have been effectively taken over by the State with a strict impact fee 
schedule.  Cities have responded with more thorough and detailed impact fees to cover the pro rata 
share of new development for more general facilities such as city halls, community-wide centers and 
parks, police equipment, public art, etc. 
 
While these impact fees address cities’ capital needs, operational costs are not addressed by impact 
fees.  A small list of techniques are available to cities to pay for operations.  Perhaps the most used is 
lighting and landscape districts to fund on-going street lighting and landscaping in neighborhood parks 
and along trails and street medians.  For the last eight years or so, cities have also used the Mello-Roos 
Community Facilities Act of 1982 (best known for funding capital facilities via issuance of bonds) to pay 
for yearly operational costs from new development.  A Community Facilities District (CFD) operations tax 
is an annual tax assed to pay for annual operating costs for specific purposes.  The range of services that 
can be paid with a CFD is broad. 
 
A city using a CFD to fund operational costs must go through several steps.  First, a city documents its 
individual gap between taxes received from new development and the on-going costs of providing 
services to that residential development.  A city then establishes the fee that is sought to fill the gap; the 
fee may be the full documented gap or a lesser amount as determined by Council.  Third, the originating 
Resolutions are prepared and adopted to authorize a community facilities district (CFD).  Fourth, a district 
is formed with the initiating area, and fifth, as new residential developments are approved, they are 
annexed into the district.  Formation and annexation of the district requires voter approval.  Typically, the 
property at time of tentative map approval is unoccupied (or has less than 12 registered voters) and 
therefore property owners vote.  Again, typically the property owners are proponents of the residential 
development and have every reason to vote in the affirmative as this is a condition of the tentative map.  
Finally, the establishment Resolutions for the district allow for automatic costs of living increases in the 
fee.  
 
COST / REVENUE STUDY: The submitted draft Fiscal Study for Annexation Territories is the first step 
in the process to address the fiscal gap of residential development.  One will note, that the study 
documents that as a result of the newly adopted tax sharing agreement with San Joaquin County the 
average property tax distribution for Lodi falls from 16.67% to 7.54% for newly annexed development.  
This study determines that new residential development via annexation results in an annual shortfall of 
$381.00 per unit ($481.00 per unit when including landscaping along major roadways in the annexation 
area).  Council should be comfortable with this study and its methodology as any further step to close the 
funding gap rests upon this study.  The consultant and staff are available to answer questions on this 
topic.   
 
This report will be used as the foundation for future recommendations with regard to closing the gap 
between revenues and expenses related to new residential development. 
 
 
 
 
    _______________________________ 
    Randy Hatch  
    Community Development Director  
 
RH/kc 
 
Attachment 
 
































































	Agenda
	B-01 Presentation re: option to close gap between revenue and expenses resulting from new annexations and residential development and report by EPS
	Report from EPS


